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In one of its strictest regulatory directives to date, the government's telecommunications agency
(Comision Federal de Telecomunicaciones, COFETEL) has ordered Mexico's telephone giant
TELMEX to greatly reduce the fees charged to long- distance competitors for the use of its telephone
lines.
The COFETEL directive limits the fees TELMEX may charge competitors to connect to its network
to the actual costs of providing such service. In addition to reducing its interconnection fees,
TELMEX will also be required to maintain its prices for local telephone service until Jan. 1, 2003.
This is considered an effort to protect smaller local competitors from predatory pricing. COFETEL's
new directives are an attempt by President Ernesto Zedillo's administration to appease the
US government, which has frequently complained about the lack of competition in Mexico's
telecommunications market. "This resolution will favor healthy competition among the different
providers of telecommunications services," COFETEL said in a statement.
In August, the US Trade Representative's Office (USTR) requested formal consultations with
Mexican officials to discuss the lack of competition in the telecommunications market (see
SourceMex, 2000-08-02). The consultations, scheduled to span 60 days, are the first step toward
bringing the matter before the World Trade Organization (WTO). The US government is
taking the action against TELMEX and the Mexican government based on complaints by US
telecommunications giants AT&T and MCI WorldCom, which say that the excessive TELMEX fees
are designed to prevent competition from their Mexican subsidiaries Avantel and Alestra.
US to proceed with WTO complaint
USTR officials praised the COFETEL directive, but said the US would not drop its WTO complaint
unless Mexico enacts more comprehensive reforms in its telecommunications sector. "It's a good
first step," said Brendan Daly, a spokesman for US Trade Representative Charlene Barshefsky. "But
it is only a first step, and there's a number of other issues we want to see them continue to address."
Daly said Mexican and US officials were continuing negotiations on the telecommunications
dispute. But if no agreement is reached by Oct. 17, the matter would be brought before the WTO.
The new COFETEL rules were published almost at the same time as the release of a study from the
Organization for Economic Cooperation and Development (OECD), which criticized the regulatory
agency for failing to promote a greater opening of the telecommunications sector. The OECD report
said that TELMEX's near-monopoly status has been counterproductive for Mexican consumers,
since the cost of telephone service remains higher than in other countries with similar economies.
In addition, said the OECD, TELMEX has failed to fulfill its promise to expand its network of
telephone lines. Communications and Transportation Secretary Carlos Ruiz Sacristan defended
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the COFETEL directive, saying the rules were balanced and in the best interest of Mexico. "Some
people will say these rules are excessive, and others will say they don't go far enough," said Ruiz
Sacristan. "We believe these rules are what is needed to foster the development of Mexico's
telecommunications sector."
TELMEX officials declined to comment on the new rules, saying they needed time to study the
directive. But the company is expected to seek a legal injunction against the COFETEL regulations.
"Bets are heavily in favor of TELMEX securing another injunction to circumvent the blurry new set
of regulations," said Roberto Mena, a business columnist for the Mexico City English-language daily
newspaper The News.
But the government has also gone to great lengths to reassure TELMEX that the government is
not out to harm the company. "This [directive] is not designed to tie anyone's hands but rather to
ensure better competition," said Ruiz Sacristan. COFETEL ruling to have little immediate impact on
consumers Telecommunications-industry analysts agreed the COFETEL directives would provide
little or no immediate benefit to Mexican consumers.
TELMEX is expected to maintain its current pricing structure until the end of 2002. The structure
was developed after negotiations with COFETEL. "There won't be any impact now on tariffs,
[TELMEX] won't be revising its tariffs now," said analyst Martin Lara, a telecommunications-
industry expert at Valores Finamex. If anything, said COFETEL president Jorge Nicolin, TELMEX
could raise prices. "The company was given the right to adjust its tariffs to inflation during the last
15 months of the agreement," he said.
Meanwhile, TELMEX is already taking steps to appease regulators. In early September, it
announced plans to spin off its cellular-telephone subsidiary Telcel into a separate entity. The new
company, which will be called America Movil, will also oversee all of TELMEX's operations in Latin
America. Analysts said the move is aimed at bringing greater transparency to TELMEX accounting
operations.
For years, the company has been accused of funneling hidden subsidies to Telcel from Telmex
long-distance revenues. This practice is said to have particularly hurt Iuasacell, Telcel's primary
competitor in Mexican cellular-telephone market. America Movil will be traded publicly as a
separate company in all stock markets where Telmex has a presence, said TELMEX executive
director Jaime Chico Pardo. (Sources: Proceso, 09/10/00; Associated Press, 09/12/00; Excelsior,
09/07/00, 09/12/00, 09/13/00; The News, 09/08/00, 09/13/00; Novedades, 09/11-13/00; The Dallas
Morning News, 09/12/00, 09/13/00; Reforma, The Washington Post, 09/13/00; El Economista,
09/05/00, 09/07/00, 09/12-14/00; El Universal, 09/07/00, 09/12-14/00; La Jornada, 09/07/00, 09/13/00,
09/14/00; Reuters, 09/11/00, 09/12/00, 09/14/00; El Financiero, 09/12-14/00)
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